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KEY ECONOMIC INDICATORS FOR AUSTRALIA 
(Values in millions of U.S. dollars unless otherwise specified) 


1988/89 1989/90 
Fiscal Year July 1 to June 30 1986/87 1987/88 Estimates Projectio 


Domestic Economy 
Population (millions) 16.5 16.6 16.8 


Population Growth (pct) 1.5 16 ‘ 2% 
GDP in current dollars 188,463 234, 327 279,290 
Per Capita GDP, current dols 11,422 14,116 16,624 
GDP, Constant Australian 

dollars 6/85=100 227,966 237,633 247,199 254,615 

pct change 2.9 a4 4.2 3.0 

Consumer Price Index 
6/81=100 E63 188a 
pct change Ria 7.6a 


Production and Employment 
Labor Force (1,000s) 7,748 o,237a 


Unemployment Rate (avg pct) o.3 6.3 
Industrial Production Index 

6/85=100 102 109 Lik 
Fed. Govt. Oper (pct. of GDP) 27.9 24.5 23.0 


Balance of Payments 
Exports (FOB) 25; S21 32,173a 34,103 


Imports (FOB) Zt, lta 35,342a 38,876 
Trade Balance -2,251 -3,169a -4,733 
Current Account Balance -9,485 -13,308a -14,100 
Foreign Direct Investment (new) 2,926 4,734 yee 
Foreign Debt (Net End AFY) 59,401 77,419 82,420 
Debt-Service* Paid 5, 951 7,662 8,073 
Debt-Service Owed 5, 951 7,662 8,073 
Debt Service as a 
Pct of Merchandise Exports aa02 23.8 Zon 
Foreign Exchange Reserves 12,676 Sy ake 14,000 
Average Exch. Rate (US$ =) 1.388 p 1.333 


Foreign Investment 
Total (Cumulative - $Bil) 1273.2 ‘ 135.4 143.9 


U.S. (Cumulative - $Bil) 29.2 F 30.8 ot 7 
U.S. Share (pct) asst ‘i ani? zz2<0 


-S. - Australia Trade (CY) 1987 1989 1990 
-S. Exports to (FOB) 5,494 7,404 7,900 
-S. Imports from (CV) 3,UG! 4,000 4,500 
Trade Balance 2,487 3,404 3,400 

U.S. Share of Aust. Exports 11.7 : 2052 12 

U.S. Share of Aust. Imports 20.9 , 18.3 19.3 

U.S. Bilateral Aid NONE PROVIDED 


Principal U.S. Exports (1989): Aircraft, Computers, Parts, Resins, Engines 

Principal U.S. Imports (1989): Meat, Ores, Oil, Wool, Seafood 

*Debt Service = Interest paid divided by merchandise exports 

a = actual 

Sources: Australian Bureau of Statistics, U.S. Department of Commerce, 
Embassy forecasts 





SUMMARY 


The Australian economy boasts a gross domestic product of US$251.6 
billion (A$335.4 billion) and real annual growth of about 4.2 

percent. Although it is the size of the continental United States, 
Australia is limited by a small domestic market of 16.7 million people. 


To increase Australia’s internationally competitiveness, the 
government has reduced protective trade barriers and deregulated large 
segments of the economy, notably the financial and steel manufacturing 
sectors. It has privatized shipbuilding and aircraft manufacturing, 
and reduced quota coverage and tariffs on many previously regulated 
imports. Aided by the locomotive effect of concurrent U.S. economic 
prosperity and the support of its own liberated financial sector, 
Australian business confidence has revived since 1986. Investment has 
burgeoned, and economic growth exceeds the OECD average. Australian 
manufacturing is now more competitive. 


The economy, however, has its weaknesses. The current account deficit 
exceeds 5 percent of GDP. Inflation is 7.6 percent. Savings are low, 
labor costs and external debt are high, and the economy is suffering 
from overheating. To slow down economic growth, the government has 
invoked a tight monetary policy that has pushed the prime interest 
rate to 20.25 percent. Nevertheless, the Australian dollar has 
declined to about USS0.75 cents from its high of US$0.89 cents in 
February. Australia’s current outlook depends on sustained overseas 
demand for key primary commodity exports, and the government’s success 
in achieving a “soft landing" for the economy. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Australia’s diversified economy depends upon agricultural and mineral 
exports for about 10 percent of its current gross domestic product 
(GDP). In 1988 this equaled US$251.6 billion (A$335.4 billion). 
Although Australia is the size of the continental United States, its 
manufacturing sector is limited by a small domestic market of 16.7 
million people. Creation of a competitive, export-oriented industrial 
sector is therefore a key policy objective. 


The Labor Government under Prime Minister Bob Hawke adopted pragmatic 
economic policies when it assumed office in March 1983. It devalued 
and floated the currency, deregulated the financial sector, admitted 
foreign banks to the retail banking market, and launched a broad 
program of industrial restructuring, most notably in the steel, 
automobile, and textile sectors. In May 1988, it announced the 
reduction or elimination of many tariffs, quotas, and other forms of 
assistance to industry. 


The economy began overheating in mid-1988. By the third quarter, 
exacerbated by sustained appreciation of the currency on foreign 
exchange markets, imports began to rise dramatically and positive 
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trends in the current account deficit were reversed. To curb demand, 
the government maintained a firm fiscal policy and tightened monetary 
policy until, by July 1989, the prime interest rate had reached 20.25 
percent. 


Fiscal restraint has seen federal government spending decrease since 
1984 from 30.4 to 24.5 percent of GDP, while net government borrowing 
has dropped from 5 percent of GDP in the mid-1980s to zero in 
Australian Fiscal Year (AFY)1988/89. In AFY1988/89, the government 
recorded the first federal budget surplus in 35 years. That surplus, 
at roughly US$4.4 billion, is likely to be equaled or exceeded in the 
current fiscal year. Thus, the government is positioned to become a 
net contributor to national savings of 0.5 to 1.0 percent of GDP over 
the next 12 months. 


In July 1989, Australia’s economy is at the crest of a strong 
expansionary phase. Annual GDP growth is currently about 4.2 percent 
in real terms. Unemployment, at 6 percent, has touched its lowest 
level in a decade. Real labor costs have been declining for three 
years. The rate of investment, which in 1988 was about 12 percent of 
GDP, continued strong in the first half of 1989. The value of exports 


rose 15 percent in 1988 and continues to rise in 1989, although at a 
slower pace. 


The economy, however, has its weaknesses. Australia’s economic 
problem is that GDP is growing at 4.2 percent per year and gross 
national expenditure at about 8 percent. Inflation, now running at 
7.6 percent, ranks among the highest in the OECD countries. Savings 
and labor productivity are endemically low, and consumption and 
investment high -- a combination which through the 1980s has produced 
chronic current account deficits and a ballooning external debt. The 
current account deficit equals 5.3 percent of GDP. Finally, the bulk 
commodity prices that underpin export earnings have been strong for 
two years, leaving Australia exposed if there is a cyclical downturn. 


The challenge facing policy-makers today is to cool the economy 
without pushing it into a recession. Whether the government can 
achieve a "soft landing" will depend on its political will and the 
cooperation of the trade union movement, but also on a stable external 
environment -- meaning no recession in the major OECD trading partners 
and no sharp break downwards in commodity prices. Continued reforms 
are needed to rationalize unions and work practices, and to open up 
infrastructural bottlenecks, particularly those affecting the 
transport of goods. The government recognizes these challenges and 
has taken steps to address them. The trick will be to implement 
change in a climate of tight fiscal and monetary policy, slower 
growth, and possibly higher unemployment, while simultaneously 
preparing for a national election in 1990. 


Inflation, Wages, and Money Supply 


Australia’s inflation rate of 7.6 percent is one of the highest in the 
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OECD. After falling steadily from March 1987 until March 1988, the 
rate is well above the government’s forecast of 5 percent for 
AFY1988/89 and appears to be climbing toward 8 percent. Tax 
reductions averaging A$15 per week took effect in July 1989. A 
general wage increase of about A$30 per week, granted as a "catch-up" 
to real wages, which have declined over the past three years, will 
further boost disposable income. We expect wage growth of 7 percent 
and inflation between 7.5 and 8.0 percent to continue into 1990. 


For the year ending in June 1989, the money supply (M3) increased 26. 
percent, and money supply (M1) about 9.7 percent. 


Employment 


Labor participation has risen steadily for five years and now stands 
at 63 percent of the population. Total employment has climbed, and 
unemployment dropped to 6 percent in June 1989, the lowest figure 
recorded since 1982. Analysts doubt that these favorable trends can 
be maintained in the face of higher interest rates and decelerating 
economic growth in the second half of 1989. Some leveling-out of 
trends is expected. Higher unemployment is a strong possibility. 


High unemployment in AFY1988/89 has led to a shortage of skilled 
personnel in some sectors, with scientists, upper-level managers, and 
skilled journeymen in especially short supply. Labor shortages have 
stimulated higher wage demands this year. To alleviate shortages, the 


Department of Industry, Technology and Commerce has been working with 
Australian immigration officials to streamline immigration procedures 
for certain categories of workers, particularly those associated with 
corporate offset programs and research and development ventures. 


Foreign Trade 


Overall trade is at record levels, but the trade balance both on 
merchandise and services deteriorated in the year ending June 1989. 
The unexpected surge in import growth proved especially disappointing 
for the government. A higher-than-average importation of capital 
goods, including aircraft and a broad array of computer and ADP 
equipment, has been regarded as a positive sign, but the overall 
negative balance translates into further external debt accumulation. 


Monetary policy adjustments have been frustratingly slow to change the 
importing environment. Jawboning has worked somewhat more quickly. 

By closely managing the floating Australian dollar and on occasion 
blatantly talking it down, the government has seen the currency 
depreciate more than 17 percent since January 1989. 


Believing that a small, export-dependent nation can best prosper ina 
free-trade environment, the Australian Government has taken an active 
role in the Uruguay Round Multilateral Trade Negotiations. It has 
been an effective leader of the Cairns Group of Non-Subsidizing 
Agricultural Nations, negotiated a final agreement of the Closer 
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Economic Relationship (CER) Agreement with New Zealand, joined the 
Coordinating Committee on Multilateral Export Controls, and proposed 
the formation of a Pacific Region Economic Coordinating Organization. 


Despite its membership in international trade organizations and the 
removal of some trade restraints, Australia still maintains a number 
of barriers to free trade. Tariffs average over 14 percent. A 
nonsignatory to the GATT Standards Code, Australia maintains a lengthy 
list of special standards ranging from design rules for parts and 
equipment to uncoordinated state packaging regulations. Australia is 
also a nonsignatory to the GATT Government Procurement Code. 
Australian federal and state governments give procurement preferences 
to Australia/New Zealand vendors and require offsets on imported 
product sales to government exceeding A$2.5 million. Other 
trade-distorting measures include export subsidies and bounties for 
some locally produced products, discriminatory sales taxes, domestic 
content requirements for advertising and television, and limits on 
foreign investments in mining, media, aviation, some real estate, and 
takeovers. Additional details are available in the "1989 National 
Trade Estimate Report on Foreign Trade Barriers," compiled by the 
Office of the U.S. Trade Representative. 


Balance of Payments 


Australia’s current account deficit of A$1.6 billion (US$1.2 billion) 
for June 1989 brought its current account deficit for AFY1988/89 to 
A$17.74 billion (US$13.3 billion). This is 44 percent higher than the 


A$12.33 billion deficit in the preceding year and has far exceeded the 
Government’s forecast of A$9.5 billion. Monthly current account 
deficits are expected to remain in the range of $A1.5 billion over the 
AFY1989/90, yielding a deficit for the year of A$18-$20 billion. 


In the past four quarters, the deficit on goods and services has 
averaged A$1.9 billion per quarter. Most analysts expect the 
imbalances to lessen only gradually in the coming year. Personal tax 
cuts and higher wages will increase consumer demand for imports, while 
lower values for the Australian dollar and a fall-off in business 
investment may somewhat mitigate demand. The export outlook, on the 
other hand, is judged to be good, barring a precipitous downturn in 
global commodities prices. 


External Debt 


By most accepted indices, Australia is among the world’s most indebted 
nations. Gross external debt stood at A$129 billion (US$97 billion) 
in April 1989 and now equals 42 percent of GDP. Net external debt is 
more than A$103 billion (US$77 billion). A leading local bank 
estimates that gross debt will increase 15 percent by the end of 
CY¥1989. The net-debt-to-GDP ratio is nearly 33 percent. As a 
multiple of exports of goods and services earnings, net debt is now 
about 2.4 percent. The debt service ratio (interest payments over 
exports) is roughly 24 percent. 
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Australia differs from other highly indebted countries, however, in 
that a majority (54 percent) of its debt is owed by its private 
sector. The borrowers include many banks and resource-based companies 
with strong credit ratings. 


Having publicly identified external debt as a national concern, the 
government has moved to cut public sector borrowing, encourage 

domestic savings, discourage consumption, and stimulate exports of 
manufactured goods. The government’s 1988 target, to stabilize net 


external debt at about 30 percent of GDP, is nonetheless clearly out 
of reach. 


On the strength of federal budget surpluses, the government has 
eliminated net public sector borrowing requirements. The current high 
interest rate, currently 17 percent for 90-day bills, combined with an 
inflation rate of about 7 percent, yields a real rate of return in the 
range of 10 percent. The gradual increase of this gap explains the 
steady appreciation of the Australian dollar between February 1988 and 
January 1989. Only recently have countervailing forces, including the 
large external debt, showed signs of chilling interest rate-based 
speculation. 


Exchange Rates 


The Australian dollar is among the seven most traded currencies on 
international financial markets. Exchange rates have been volatile, 


ranging from a high of US$0.89 cents to the Australian dollar in 
February 1989 to a low of US$0.73 cents in March 1989. Although the 
currency has moved as much as 5 percent in any two-week period since 
January, most observers believe it will settle into a band between 


USS$O0.70 and USS$0.77 cents for the remainder of 1989, assuming no major 
external shocks. 


SECTORAL PROJECTIONS 


Agriculture 


Australian agriculture enjoyed its second year of strong growth in 
CY1988 with increases of about 9 percent in the value of total 
production output and 11 percent in exports. Rural exports in CY1988 
established a sixth consecutive annual record, earning US$11.7 
billion, and are expected to earn US$13 billion in AFY1989/90. 
Although many commodities are sharing in the boom, the recent leader 
has been wool, which accounts for nearly 37 percent of rural export 
sales. Wheat accounts for 13 percent and beef for 11 percent. Export 
income is projected to be particularly good this year because most 
products are sold on U.S. dollar contracts that have risen in value in 
Australian dollar terms since February 1989. 


Key policy changes this year include the end of the embargo on sugar 
imports (although in favor of high tariffs); the phase-out of local 
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content requirements for tobacco products; the ending of the 
Australian Wheat Board’s monopoly control of the domestic milling 
market; and the abolition of the Australian Canned Fruit Corporation. 


We expect Australia’s rural sector to benefit further from a changing 
mix of crops and livestock, the expected continuation of high wool 
prices being a key influence. Long-term export prospects for beef are 
good, and a short-term improvement in cereal prices because of 
depleted world stocks is also foreseen. Together, the wool and beef 
industries will account for 48 percent of farm output in AFY1988/89, 
compared with 37 percent in AFY1983/84. Other areas expected to do 
well are dairy production, certain oilseeds, sugar, citrus, grapes, 
pigs, poultry, and lupins. 


Minerals 


The mining and energy sector is experiencing patchy success, with 
export revenues in the first quarter 1989 increasing by only 4.1 
percent over first quarter 1988 figures. High prices have spurred the 
alumina/aluminum, nickel and base metal industries, while prices for 
iron ore and certain other mineral commodities have stagnated or even 
declined. Black coal and iron ore miners have compounded their 
difficulties with prolonged industrial relations disputes. 


During the first quarter of 1989, minerals accounted for 37 percent of 
all exports and earned A$4.7 billion. The major mineral industries 
performed as follows: 


Coal: Troubled by sporadic strike action as individual mines 
negotiated new work rules mandated by a September 1988 coal tribunal 
award, the industry’s quarterly production of black coal fell 15 
percent in the first quarter of 1989. Export volumes and earnings 
were lower. Nonetheless, the outlook for the coal industry over the 
coming year is bright. Negotiations in April 1989 with Japanese 
customers for steaming and coking coal contracts resulted in 
Satisfactory price increases. Strikes are expected to decline 
markedly as management and the unions come to grips with their new 
working relationship. 


Iron Ore: Hampered by strikes at Mount Newman, iron ore production 
and export value increased only marginally in the fourth quarter of 
1988. Recent rounds of annual contracting with Japanese ore buyers 
yielded average price increases of 15 percent in U.S. dollar terms. 
Although total contract tonnage has been reduced somewhat, the 
Japanese reportedly assumed a greater obligation to adhere to 
contracted volumes. 


Aluminum: During the first quarter of 1989, the value of 
alumina/aluminum exports grew by 6.4 percent over the previous 
quarter. Alumina production fell by 212,000 metric tons, but the 
decline was more than offset by a 37 percent increase in export value 
to US$1.8 billion. High prices for alumina and aluminum have spurred 
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interest in additional potlines at Alcoa’s Portland smelter in 
Victoria and at the Tombago smelter in New South Wales. Industry 
sources predict a 4 percent decline in prices over the next year, but 
they will still be excellent by historical standards, and the industry 
will continue to perform well. 


Gold: Despite lower U.S. dollar prices, gold production increased by 
over 40 percent in the first quarter of 1989 as producers spared no 
effort to extract gold before the scheduled elimination of a tax 
exemption for the metal on January 1, 1991. Accelerated production 
and export are expected to continue until that date. 


Petroleum: Australia’s petroleum balance sheet for the first quarter 
of 1989 worsened significantly. The deficit of US$187 million (cost 
of petroleum exports less petroleum imports) was approximately twice 
that recorded during the first quarters of 1988 and 1987. The deficit 
will grow as Australia’s production capacity continues to decline. 


Manufacturing 


Booming trends in production in the last half of 1988 abated during 
the first quarter of 1989. Notable slowdowns occurred in basic 
chemicals, petroleum, knitting mills, clothing, nonferrous metals, 
some iron and steel, and beverages, malt, and tobacco. Factors 
included a weakening in domestic demand, the effects of the high 
Australian dollar in the last half of 1988, sluggish forward ordering, 


rising material and wage costs (made worse by skilled labor 
shortages), and high interest rates. Only the automobile makers, some 
steel manufacturing, and fruit and vegetable product sectors enjoyed 
continued robust growth. 


Despite the first-quarter slowdown, a March survey of manufacturers 
showed that 59 percent expected an improvement in performance in the 
coming year. An additional 27 percent foresaw no further easing of 
production. Reasons for the optimism varied, but many respondents 
expected that exports would expand as a result of the lower Australian 
dollar, that domestic demand would keep pace with significant pay 
increases, and that efficiency would improve as a result of newly 
implemented plant rationalizations. 


Steel 


On December 31, 1988, the government eliminated the last of its 
Support programs for the Australian steel industry. The industry now 
stands on its own, and most areas are doing well. Observers predict 
that steel exports will increase next year as domestic construction 
sags and a more liberal steel export agreement is reached with the 
United States. 


Civil Aviation Developments 


On March 23, 1989, the United States and Australia signed a new civil 
aviation agreement. Its amended capacity and route provisions create 
greatly 
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expanded opportunities in the U.S. market for Qantas (a total of 15 
landing points instead of four), and similarly greater access by U.S. 
carriers to Australia, including important new gateways at Cairns and 
Brisbane. 


Major changes are expected in civil aviation when domestic airlines 
are deregulated in October 1990. Several new airline companies are 
being formed to compete with present market leaders Ansett and 
Australian Airlines. Prospects for sales of U.S. aircraft and support 
equipment are bright. 


ENVIRONMENT 


A new consideration on Australia’s economic front is the growing wave 
of public concern about the environment. The State of Tasmania 
scuttled plans for an A$1 billion paper plant that would have produced 
2000 jobs in an economically depressed area, and soon afterward the 
public elected an environmentally oriented government. 


The federal government in June refused to sign the Antarctic Mineral 
Treaty and is instead actively seeking international support to make 
the Antarctic a "World Park." Plans to expand Sydney’s international 
airport are threatened on environmental grounds. Most recently, the 
government announced that environmental factors will be a component of 
all future development considerations. Foreign investors in land 
resources and some manufacturing sectors can therefore expect to face 
strong environmental concerns in the course of setting up operations 
in Australia. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Investment Climate 


Foreign investment is welcome and encouraged in Australia. Certain 
categories of foreign investment are subject to government screening 
by the Foreign Investment Review Board, but these generally involve 
foreign acquisitions of Australian-owned businesses, investments worth 
more than A$10 million, purchases of urban real estate, and equity in 
restricted sectors. Additional information on investment regulations 
can be found in the U.S. Department of Commerce publication, Overseas 
Business Report (OBR). For a copy, contact the U.S. Department of 
Commerce, Office of the Pacific Basin, 14th & Constitution Avenue, 
Room 2308, Washington, D.C. 20230 (202) 377-3647. To obtain a copy 
of the "Australia’s Foreign Investment Policy - A Guide for 
Investors," write to the Australian Department of the Treasury, 
Canberra, A.C.T. 2601. 


Foreign companies selling products valued at more than A$2.5 million 
(US$1.875 million) to government entities in Australia are usually 

required to meet offset obligations equal to 30 percent of the value 
of the sale. Offsets can be met by joint-venture formation, research 
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investment. Foreign companies entering into agreement under the 
"Partnership for Development" program are relieved of offsets 
requirements, U.S. firms are encouraged to explore this program option. 


Best Propects 


The depreciation of the Australian dollar through most of the first 
half of 1989 may somewhat diminish sales prospects for U.S. products 
as compared with 1988, but continuing strong economic growth and high 
capital goods investment -- despite exchange-rate setbacks and high 
interest rates -- still presage a good market. Because interest rates 
in the United States tend to be much lower than in Australia, 
innovative financing can greatly improve a U.S. exporter’s competitive 
position. 


Currently, sales prospects in Australia are judged to be best in the 
field of computers and related equipment, aircraft and parts, 
chemicals, pumps, engines and parts, filtering and purifying devices, 
machine tools, instruments, industrial process controls, electronic 
security equipment, industrial plastics, and hotel and restaurant 
products. 











